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EDITORIAL DEPARTMENT NOTE 


There are many approaches to budgetary control and the approach selected 
often depends on the conditions surrounding the individual business. Com- 
panies manufacturing a complex product to customers’ orders, where engi- 
neering construction and installation are involved and where a single order 
may be in process for as long as twenty months, have a particularly diffi- 
cult problem in developing proper activity bases for budget purposes. How 
one such company approached this problem is discussed in case study form 
in our first article. 


CHARLES H. mg eens E Assistant Controller of the Combustion 
Engineering Co., Inc., describes his company’s ag ay to the budgeting of 
overheads. Prior to joining his present company, M r. Eckelkamp spent ten 
years as Auditor Controller in the investment Cashing field and eleven 
years in public accounting, including eight years as a Member of the Staff 
of Arthur Andersen & Co. 
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While perhaps one does not need to be a jack-of-all-trades to qualify as 
an accountant, a familiarity with all of business operations is a big 
= This is amply illustrated by second article in this issue of the 
Bulletin. Few accountants will qualify as traffic experts, but — of us 
need some knowledge of traffic matters because of the importance of trans- 
portation costs to total costs. The author of this article outlines a complete 
procedure for the verification of transportation costs. 


DAVID J. MENGES joined the McKay Co. of Pittsburgh in 1939. He 
is presently serving as Chief Accountant of his company. Prior to joining 
his present company, Mr. Menges was employed in the Accounting rt- 
ment of the York 
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Gaginten and snginten are the keynotes of our third article. For 
organizing the data relating to a multitude of Federal, State, and local 
taxes, by presenting the essential information in simplified form, the author 
of this article suggests a personalized tax manual for each corporation. 


HERMAN C. WEBER, the author of this article, is a member of the 
Tax and Audit Section of the Accounting Department of Hammermill Paper 
Co, Educated at Pennsylvania State College, he has continued his study of 
sae gy t es the Extension Division of the University of Pittsburgh, 
located in Erie. 





This Bulletin is published semimonthl i by the National Association of 


Cost Accountants, 385 Madison Ave., York 17, N. Y. om A i 
price, $10.00 per year. Entered at the Post Office, New York, N. 
second-class matter August 28, 1925, under the Act of March 3, 1 


COPYRIGHTED BY THE 
NATIONAL ASSOCIATION OF 
COST ACCOUNTANTS 
June 15, 1947 








n- 
1- 


ea T45 


ee Phi 








AN APPROACH TO BUDGETARY CONTROL : 


by C. H. ECKELKAMP, Assistant Controller, 
Combustion Engineering Co., 
New York, N. Y. 


QE budgets seem to be the most troublesome part of 
a budgetary program. The difficulty encountered is the de- 

termination of a standard unit of measurement, that is, some sci- 
entific base for establishing the ratio of expenses to business 
activity at various levels. This paper is limited to budgeting of 
overhead. In our company this involved finding some way to re- 
late the salaries of engineers, estimators, cost analysts, clerks, and 
the allowances for travelling expenses and all the other familiar 
selling and administrative expenses to some measure of business 
Company Background 

Since this discussion is based on an actual case, it is essential to 
consider certain aspects of the company. For: the sake of sim- 
plicity, the name of the company is contracted to Ceco, and for ob- 
vious reasons the figures have been altered, but everything else is 
factual. Ceco is engaged in the design, engineering, manufacture, 
and installation of steam generating and appurtenant equipment 
and of fabricated steel products made to particular specifications 
concerning their size, output, pressure, and performance to meet a 
customer’s requirements, including his available space facilities. 

By the nature of its products, Ceco may be classified as being in 
the heavy durable or capital goods industry. The major part of its 
operations arises from the sale of steam generating equipment 
which is sold on a contract basis. A period of from six months 
to three or four years is required from the time a contract is ac- 
cepted until the job is completely erected and in operation. Other 
products sold and manufactured consist of industrial stokers, pres- 
sure vessels, pulverizing equipment, soil pipe, water heaters (gas 
and electric), range boilers, and repair parts which have a much 
shorter manufacturing period. 

The company operates four manufacturing plants located in as 
many states and about twenty-five district sales offices and agen- 
cies, with a territory that includes the United States, Canada, Cen- 
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tral and South America, and many other foreign countries. All 
operations are controlled through the home office located in New 
York City. 

Each manufacturing plant maintains a complete set of general 
and cost accounting records, including payrolls, and prepares and 
submits monthly operating statements which are consolidated in 
the home office. The salaries of approximately 1,100 employees 
are paid from and included as New York office overhead expenses. 
These salary costs account for over 50 per cent of the expenditures 
included in the overhead budgets which are the subject of this 
paper. 



































Approach 


In July 1945, we recommended a budgetary control plan to man- 
agement and received their approval with instructions to be ready 
to place the plan in operation by January 1, 1946, if not in whole, 
at least in part. The first step was to prepare an over-all program 
as follows: 


1. We proposed a master budget divided into five major control ie 
centers, one for the New York office and one for each manu- * 
facturing plant. 


2. Each control center was to have three major budgets for the 
purpose of controlling— 
a. Production costs : 
b. Overhead expenses 
c. Capital expenditures 

3. The keystone of the system was to be a forecast of sales con- 
verted into production volume and functional activity. 


4. The end products and results to be attained were a forecast of R 
results from operations and a forecast of cash and financing ; 
needs for a period of one year. 


5. There were also to be long-term projections of certain other 
phases. 


Our objective was to establish a systematic method of predeter- 
mining attainable financial results from operations for a stated 
period and the financial position at the end of that period under 
given conditions. The purpose of the program was to enable man- 
agement to organize, plan, carry out, and control the activities of 
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the company for more profitable operation. It provides a basis 
for measuring financial performance currently against the pre- 
determined financial objectives by means of departmentally devel- 
oped and controlled expense budgets. 

As a part of our program we prepared for our guidance an out- 


line of approach or guiding principles in ~— with respect to 
Ceco. These may be listed as follows: 


Study of problem 

Past performance 
Standard of measurement 
Control centers 
Individual responsibility 
Present-day costs 

Types of budgets 

Budget period 

Budget report 

10. Adequate accounting 

11. Refinements in budgetary plan 


PNY ALH EVs 


od 


As this paper is limited to overhead expenses, we will con- 


cern ourselves only with the New York office. Exhibit 1 shows 
this control center divided into twelve subcenters, which in turn are 
subdivided into as many units as are considered necessary to assure 
proper control, clearer presentation of data, and placing of individ- 
ual responsibility. 


Study of Problem 
In our own case, it was quickly decided that we had to know a 
great deal about the prior years’ operations, analyzed by periods, 
by departments, and by subdivisions covering the following : 
1. Bookings, which to us means dollar value of orders re- 
ceived. 
. Billings, actual amount invoiced to customer. 
. Engineering hours or draftsmen’s productive time. 
. Number of employees. 
. Salaries and all other departmental overhead expenses. 
Much of this information was obtained from the controller’s 
records and from the various department managers. Incidentally, 
we realized that we had a selling job to do and thought it a good 
idea to let the department managers participate almost from the be- 
ginning. 
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Exuusit 2 


Shortly, we learned that Ceco’s problem of relating expenses to 
activity was considerably more difficult than that of most com- 
panies, because of the varied time sequence of events that activates 
the functions of the departments. We therefore prepared a flow 
chart (Exhibit 2) based on one contract for a fair sized steam 
generating unit. The period of activity in months is indicated 
across the bottom of the chart, namely, one to twenty months. The 
departments are listed in the left-hand column. The period of de- 
partmental activity is indicated by the rectangular boxes and the 
double parallel boxes are intended to indicate the period when the 
work load for any one department is greatest respecting this one 
contract. 

Letters A and B show that upon receipt of a notice of private 
or public letting, the contract sales engineer visits the customer and 
obtains and reports all the necessary conditional engineering data. 
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Thus, the first morth only the sales engineering department is af- 
fected. During the second month two other departments (letters 
D and H) proposition and production, are brought into play. The 
proposition department selects the equipment, calculates perform- 
ance, prepares preliminary drawings, and estimates. The produc- 
tion department checks commitments for shipping date and’ prices 
for vendors’ special equipment. 

During the third month, the work of the proposition department 
tapers off after it prepares a final estimate. The production depart- 
ment drops out temporarily, but drafting and engineering come in 
strong. The credit and collection unit of the accounting depart- 
ment is affected slightly, because it checks the credit rating and 
terms of payment. The manufacturing divisions step in around 
the fourth month, then drop out and appear again very strongly 
about the seventh month. Throughout this period the sales and ac- 
counting departments function continuously to coordinate the work 
and prepare statistics on the final outcome of the contract. 


Past Performance 

In establishing this initial plan, a review of past performance 
over a period of seven and one-half years (January 1, 1938, 
through June 30, 1945) was made, thereby taking into consider- 
ation income and expense factors under approximately four years 
of prewar and three and one-half years of war conditions. All 
data were further analyzed by six-month periods, by departments, 
and by as many subdivisions as were deemed necessary. These were 
especially numerous in the sales department which consists of about 
twenty-five units. The expense classifications were reduced to the 
minimum compatible with practical use. The main purpose of 
compiling these data was to study the trend of the business and to 
establish the relationship of the overhead expenses to the activity 
factor in order to arrive at a basis for measuring functional ac- 
tivities. 
Standard of Measurement 

Most budget authorities advise the segregation of expense into 
three parts, fixed, semi-variable, and variable, and advocate flexible 
type budgets. We realized that many expenses varied with time, 
and the time element in the case of Ceco is an important factor, as 
previously pointed out. We had to establish a standard unit of 
measurement for each department which could be readily applied 
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Exurrr 3 


at different volume levels currently as activity increases or de- 
creases in order to forecast cach department’s expenses for any 
period of time and also to test its actual performance. 

In this connection we made use of scatter charts. Most books 
on the subject of budgets explain their theory, use, and preparation, 
and present nice hypothetical cases based on sales dollar volume. 
We were fortunate in finding a practical article on scatter charts 
in an N. A.C. A. Bulletin.* With this as a guide we plotted every 
expense item, relating each to a selected factor of variability. Ex- 
hibits 3 and 4 serve as illustrations of the job that was done. After 
the various points had been plotted a trend line was drawn by in- 


* “Step-by-Step A each to Gee Erodupselenten <f SS st Vaeiee 
Volumes,” by Paul W. Pinkerton; N. A.C. A. Bulletin, March 1, 1935. 
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Exuusrr 4 


spection. Its intersection on the vertical axis determines, of course, 
the fixed element. The variable factor can easily be found from 
the slope of the trend line. 

We learned a great deal from these scatter diagrams. For ex- 
ample, in the general service department there were some points far 
above the trend line. We investigated and found that these ex- 
penses occurred during the war period. This department had em- 
ployed a large number of young men who were drafted and re- 
placed by young inexperienced girls; absenteeism and turnover 
were high. We directed the office manager’s attention to this con- 
dition and corrective measures were taken. During 1946 he had 
things under control except during the summer months, which is 
excusable because during this period he is responsible for hiring 
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temporary stenographers and other help for vacation relief in other 
departments. 

In the proposition or estimating department (Exhibit 3) we 
found many dots far below the trend line. Again an investigation 
disclosed that these expenses occurred during the war period, but 
the situation was in reverse. The main function of the estimating 
department is to screen out inquiries. If they are acceptable, it 
prepares estimated selling prices and later final estimates. During 
the war our main customer was the Government ; therefore we had 
fewer inquiries and did not need such a large staff. The expenses 
were below normal, so we ignored these dots in tracing the trend 
line. 

Exhibit 3 plots the salary costs of the proposition department 
against sales dollar volume for a period of seven and one-half years 
by six-month periods. The result is the establishment of a fixed 
or constant factor of $110,000 for six months and a variable rate 
of $666 per million dollars of bookings. Similarly, for the pub- 
licity department (Exhibit 4) we used as an activity factor the 
amount appropriated annually for advertising. This also differs 
from the first chart in that we plotted the expenses on a yearly 
basis instead of six months, and for salary costs arrived at a con- 
stant of $47,000 per year and a variable rate of $115 per thousand 
dollars of advertising appropriated. All this furnishes some idea 
of what we went through to establish standard units of measure- 
ment. Similar charts were prepared for each control center and 
for each element of overhead. 


Control Centers and Responsibility 

Control centers should be established and divided into as many 
units as are deemed necessary to assure proper control, clearer 
presentation of data, and placing of individual responsibility. As 
was previously pointed out, we established five major centers and 
Exhibit 2 showed the subdivision of the New York office into 
twelve control centers. It is axiomatic that responsibility for op- 
erating the budgets should be fixed as near as possible to the point 
of action and placed upon the individual who is charged with the 
responsibility of the operation and the attendant expenses. In our 
case it is the department manager. It is important that department 
managers participate in the plan, as no program will operate suc- 
cessfully without their wholehearted support and cooperation. Ceco 
handled this situation in the following manner : 
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By October 1945, the work had progressed sufficiently for us to 
hold a general meeting of the department managers, at which time 
we outlined the program and solicited their assistance. By about 
the first of this year we had completed tentative budgets for each 
department. These budgets were prepared on the basis of apply- 
ing the constant and variable factors of expense to the forecasted 
volume for 1946. Individual conferences were held with the de- 
partment managers at which time the plan was again explained, 
but in more detail with respect to their own departments. They 
were given an opportunity to present their estimates, which were 
compared with the tentative budget figures. To the greatest extent 
possible, the final budget figures were kept within the bounds set 
by the tentative figures. Since we were in a position to demonstrate 
the ratio of each department’s expenses to volume for the past 
seven and one-half years, we experienced no difficulty in demon- 
strating that our estimates were fair. The results were then sub- 
mitted to the top executives for approval and the plan put in oper- 
ation. , 


Present-Day Costs 

It seemed essential to us that when past experience is used to 
establish a ratio of expense to volume the actual figures for the 
prior periods be adjusted to reflect present-day costs and selling 
prices. Remember that during the latter part of 1945 costs were 
increasing but selling prices were frozen at October 1941 levels by 
OPA. We were preparing to forecast the budgets for the year 
1946. Therefore, we saw no need to adjust the sales prices and 
limited our adjustment of costs to salaries. We felt that the con- 
stant and variable factors established for salaries were fair and 
could be applied to the 1946 sales forecast which was based on 
OPA prices. However, in preparing 1947 budgets, it was neces- 
sary for us to refine these factors because conditions had changed 
materially. These refinements are discussed later. 


Types of Budget 


While, for control purposes, flexible budgets are generally pre- 
ferred, some difficulties may be encountered in their installation. 
For instance, in budgeting general administrative and selling ex- 
penses, the best we could do for rome control centers or depart- 
ments was to establish a fixed budget. This we did in the case of 
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the patent and research departments, which are relatively small, 
and the executive and corporate expenses, which include the of- 
ficers’ salaries. 

In the case of our sales department, we made numerous mathe- 
matical tests, scatter charts, step-up charts, and bar charts. In other 
words, we made a thorough study of past experience in an en- 
deaver to establish a standard unit of measurement. A sales quota 
was established and the expenses budgeted for each unit for the 
year. These expenses were determined by applying a fair per- 
centage to the sales quota based on ten years’ experience of each of 
the units. 
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Budget Period 


Most companies set budgets for a period of one year, although 
' they sometimes project other phases of forecasting over longer 
periods. In setting the initial overhead budgets for Ceco we de- 
cided upon a one-year period. However, since the time element in 
our business is a very important factor, we had to convert the sales 
forecast into terms of activity and estimated gross earnings and to 
project these two factors far beyond the budget period. “We had to 
take into consideration that 1946 would start off with unfilled 
business aggregating millions of dollars, some part of which would 
not be reflected in gross earnings until 1947 and 1948, whereas the 
departmental overhead expenses are incurred and expended, as a 
’ result of this unfilled business, at several different stages or ac- — 
counting periods. 


Budget Reports 

Exhibits 5 and 6 are specimen forms 6f statements we furnish 
to our department managers shortly after the close of each month 
and are the only parts of the budget report they see. A complete 
set of these statements is furnished the executive vice president, 
treasurer, and controller, together with a summary and comments. 

Exhibit 5 is a comparative statement of actual expenses with the 
budget for the current period on a cumulative basis. The net total 
of the variance is expressed percentagewise. These percentages are 
summarized on columnar paper by departments by periods to en- 
able the budget unit to study the trends. Space is provided at the 
bottom of the statement for any pertinent comments of the budget 
unit. 
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Bupcer Year 19.. SCHEDULE ........... 
COMPARISON ACTUAL EXPENSES WITH BUDGET FOR PERIOD ENDED 
DT ade cicadthooteddakescaitatpieeseoaascadu. (4c eadeeeet 
CEL Yd on bbb sabe Ob tip 0 Sieh a 6s Gmenve eae tnadves 
Budget Cumulative Variance 
Particulars Year for period Favorable 
1946 Budget Actual (Unfavorable) 
Salaries and related items 
Salaries 
Overtime 
Social security taxes 
Insurance 
Office expenses 


Space rental and light 
Telephone and telegrams 
Stationery, supplies, and 


postage 
Travel and entertainment 
Dues and Subscriptions 
Other 


Total Overhead Expenses 
Interdepartment charges from— 


Total . 
Percentage of variance to budget 
Comments: 











Exuusir 5 


A study of the variances by the budget unit is very important. 
To determine the variances due to changes in volume or efficiency 
we maintain currently a record of business booked and billed, etc. 
At the close of each accounting period we apply the constant and 
variable factors to the current activity factor and the result repre- 
sents the budget appropriation for the current period. It tells the 
department manager what his expenses should be for the period, 
based on activity. The figures in the first column of Exhibit 5, 
which represent the original estimate for the year, are also adjusted 
in order to determine the balance of the revised appropriation. At 
the end of the year we report the original budget for the year, the 
revised budget for the year, and actual results. 

I think it is particularly important that management be informed 
currently of salary costs and other employment data and for this 
purpose we prepare the information set forth in Exhibit 6. This 
statement is furnished to each department manager as part of the 
monthly budget report with respect to his department only. 
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On the first line we show the total number of employees, total 
monthly base salary rate, and average salaty rate per employee as 
at the beginning of the year. All payroll changes arising from sal- 
ary increases and from additions or reductions in staff are also 
shown, and we end up with totals as at the end of the period. The 
changes in payroll are then summarized to show the net increase or 
decrease in monthly base salary costs on a monthly and annual 
basis. 

In the second part we indicate changes in payroll for the current 
month and in the third part we show a projection of the salary 
costs to the end of the current year. The total projected cost is 
compared with the total salary budgeted to determine the direction 
the department is going—under, within, or over the budget. A 
summary of the employment data is prepared and submitted quar- 
terly to the principal officers of the company. 


Buncer Year 19.. SCHEDULE ........... 
SUPPLEMENT TO BUDGET REPORT FOR PERIOD ENDED 





Employment data of 





Total at beginning of year 
Salary increases granted 


ral to employees 
Merit and ion to employees 
Additions to 


Reductions in staff 
Total at end of current period 
Summary of net changes 


imagen Bo tomy 
call Ullihean 46 veleitions 


an increase in salary cost 
Percentage of increase 

Increase in monthly salary cost 

on annual basis 

Changes during current month 

Projection of salary costs 
PUM CRE i vivicis hctinvns Beek $ 
At current monthly rate for remainder of year 


Total jected to December 31, 1946 








a 
“ 





“KK 
a 





Remainder—estimated deficit or favorable balance 
Exuur 6 
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The third part of our budget report consists of a summary of the 
individual department statements as shown in Exhibit 7. This 
statement is furnished to the chairman of the board and the presi- 
dent together with pertinent comments. Copies are also given to 
the executive vice president, treasurer, and controller, thereby fur- 
nishing them with a complete report. 


Adequate Accounting 


In establishing an initial budgetary plan it is necessary to review 
the accounting procedures. The records should be maintained in 
such a manner that all required data are promptly and readily 
available and in conformity with the end use desired for budget 
reports. One of the objectives of budgeting is to make employees 
cost reduction minded. If we succeed, the department managers 
are going to challenge the items charged against them. They are 
entitled to know why and how we distribute certain expenses, but 
if they should discover that our own house is not in order, then 
good-bye to the budget. 


Refinements 


When we presented our tentative budget and program, we said 
to management: “It should be understood that perfection cannot 
be attained at the outset but that an unpolished, unrefined pro- 
cedure is itself a long step in the right direction. The initial plan 
and data will be refined as practice and experience dictate.” 
This is, in effect, a commitment by us to improve and strengthen 
the program, to continue our research, and to find a more scientific 
method and basis for reviewing the individual department budgets 
in keeping with the current fluctuations in volume and activity. 
Thereby we hope to attain sounder measurements for testing actual 
performance and determining the causes of the variances. Are 
they due to changes in business booked, efficient or inefficient op- 
eration, or perhaps a material change in the department’s func- 
tions? Therein lies the strength of the budgetary plan and the 

thing that management is primarily interested in knowing. 

As an example of refinements, I have chosen our production and 
purchasing department salary budget. This budget was originally 
prepared in much the same manner as the proposition department's 
(Exhibit 3), except that it clearly indicated that the salary costs 
did not vary in direct ratio to the sales dollar volume. We there- 
fore developed, through tables and charts, a more accurate and 
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flexible basis to show percentagewise the ratios of salary costs to 
bookings at normal, and in gradations above and below normal. 
This enables us to revise our budgets currently and quickly to 
known facts. A simplified example of how this was developed is 
shown in Exhibit 8. This table consists of four parts or under- 
lying compilations necessary to construct the reference table used 
to prepare the over-all departmental budgets and current budget 
revisions. 


Part 1 represents the sales dollar value of bookings and salary 
costs of the department under review by six-month periods for the 
years indicated. The second six months of 1937 is stated as 
“2-37” ; “1-38” means the first six months of 1938, and so on. To 
compensate for the time sequence of activity, we have matched the 
bookings of the last six months of the year against the salary costs 
for the subsequent six months. This compilation was made to 
establish the average bookings and salary costs. 


Part 2 converts the dollars of bookings and salary costs into per- 
centages of average. Part 3 adjusts for increases in cost and sell- 
ing price. It is assumed for the purpose of illustration that salaries 
to date increased 50 per cent and sales prices 30 per cent. These 
figures are then plotted. After plotting each of the coordinates 
shown in Part 3, a line is drawn through these points, The per- 
centages in Part 4 of the table are read from the chart by taking a 
series of booking percentages im even increments and their cor- 
responding salary percentages. The dollar figures in Part 4 are 
used to determine our annual budget and periodic budget revisions. 
The table which we use is, of course, extended far beyond the 
amounts shown in this exhibit. Having once established this table, - 
we disregard the underlying Parts 1 to 3 unless there is a material 
change in expense, such as a general increase in salaries or selling 
price, in which case we adjust the table accordingly. For example, 
suppose the bookings for the last six months of 1946 aggregate 
$12,500,000, We turn to the resultant table, Part 4, and under the 
column headed “bookings six months” we find $12,500,000; to the 
right of this amount under “salaries one month” we see the figure 
$19,000. This represents our forecast of salaries for the month 
of January 1947 for this department. Then we determine the sal- 
aries for the month of February in the same manner, dropping 
July 1946 and adding one month, January 1947. Again to keep this 
illustration simple, assume this six-month period aggregates $14,- 
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Part 1—Past Experiences 





In Thousands . 
Bookings Salaries 


Part 2—Per CENT oF AvERAGE 





Bookings Salaries 


54% 


Part 3—ApJUSTMENT For Cost INCREASES 





Period Bookings Salaries Period 
2-37 96% 1-38 
1-38 66% 89% 2-38 
2-38 49% 81% 1-39 
1-39 123% 2-39 
2-39 189% 1-40 
1-40 66% 197% 2-40 
2-40 203% 1-41 
1-41 231% 225% 2-41 


Part 4—Bupcet ALLOWANCES 


In Thousands 


Per cent of Bookings Per cent of- Salaries 
average Six months Siz months One month 

$12,500 $116 $19 
14,100 129 21.5 
15,625 152 25 
17,200 181 Ki) 
18,800 ‘Jo 202 33.5 
20,300 35.5 
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100,000. Our resultant table shows that for this amount of book- 
ings the salaries for one month, this time February, may be fore- 
casted at $21,500. Similar refinements are in process for the other 
control centers based on the facts with respect to each department. 


Conclusion 

The budget plan, as outlined in this paper, was presented to our 
management to furnish it with ammunition to meet competition. 
Unpolished and unrefined as it may seem, it has thus far served 
several purposes. In particular, it has contributed greatly to chang- 
ing the course of the collective thinking of the department man- 
agers at an early stage of the postwar period. In short, it has made 
them cost minded, and what is equally important, cost-reduction 
minded. 





COMING ARTICLES 
In the N. A. C. A. Bulletin, July 1, 1947 


Incentive Plan for Supervisory Personnel 
by J. J. Bigge 


The Profit-Volume Relationship 
by C. H. Gleason 


Property Records and Depreciation on Punched Cards 
by Joseph G. Sidak : 
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VERIFICATION OF TRAFFIC AND TRANSPORTATION 
FUNCTIONS — 


by DAVID J. MENGES, Chief Accountant, 
The McKay Co., Pittsburgh, Pa. 


WHEN we consider the substantial effect of transportation 
charges upon production costs, and subsequently upon selling 
price and profit, the value of an efficient traffic department becomes 
evident. Many products become noncompetitive solely because of 
freight differences between business areas. As transportation has 
been a major factor in our national development, so transportation 
costs have been of major importance in our national economy. 
Likewise, the traffic and transportation problem of a company 
assume such importance that a progressive management will want 
the assurance that its own traffic department is an effective watch- 
dog over the rates charged by carriers ; that shipments are sent over 
the cheapest and best routes; that transportation equipment pur- 
chased is the most suitable and economical; that rate advantages 
are assured by proper representation to regulatory bodies, and that 
all other duties of the traffic department are being satisfactorily 
handled. The internal audit staff is best equipped'to give manage- 
ment this assurance. 
The audit program may be considered from four points of view: 


1. A general survey of traffic activities and relative data re- 
quired. 

2. A specific survey of traffic statistics to be developed. 

3. Internal check. 

4. Specific applications of audit procedure. 


Audit Survey of General Traffic Activities 


In checking the accuracy, availability, and completeness of traffic 
data, permitting effective planning and control of traffic activities, 
the auditor should bear in mind that the primary objects of the 
traffic department are the lowest feasible cost of transporting in- 
bound and outbound materials, and the equitable distribution of 
the company’s traffic among competing carriers. The auditor will 
find that in the well-planned traffic department, activities fall under 
the three broad categories of transportation engineering, which is 
the operation phase, rate policy, and routing or traffic control. 
1271 
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Transportation engineering is concerned with low cost transpor- 
tation, which involves the following : 

1. Selection of type of carrier for each movement. 

2. Scheduling of inbound, outbound, and interplant me're- 
ments in accordance with operating schedules. 

3. Arranging for proper types of transportation and hand- 
ling equipment. 

4. Securing adequate supply of transportation equipment. 

5. Control and processing of claim and demurrage matters. 


The auditor should review the adequacy of procedures set up to 
accomplish these duties. This review primarily will cover rate and 
cost data, which are prerequisites for good transportation engineer- 
ing. The rate data will be maintained in the rate bureaus of the 
traffic department, while readily available cost information will be 
supplied by the accounting department. Pattern and movement 
data are second in importance. These should show the pattern and 
volume of all movements and should be readily available, some 
from accounting department records, such as market raw material 
and irterplant shipment data. Miscellaneous transportation cost 
data should also be available and regular reports are necessary for 
such items as demurrage and claims. Finally, operations data show- 
ing sales, operations, raw materials, etc., should be maintained by 
the accounting department for the traffic department. The auditor 
will realize the importance of this, since choice between types of 
carriers with different rates is largely dependent upon the volume 
and pattern of the movements involved. 

Rate policy also is concerned with the achievement of low costs 
by obtaining proper rates, ratings, and charges in carrier tariffs. 
The procedures and personnel should be surveyed to see that these 
conditions are being accomplished. Statistical data is required for 
analysis of the rate structure and for presentation in rate actions 
before carrier bureaus and regulatory commissions. The pattern 
of traffic movement determined by transportation engineering is 
necessary for ascertainir\g the extent of the over-all interest of 
the company’s plants in rate matters. Also, data regarding such 
transportation characteristics as average loading loss, damage 
claims, and length of haul are necessary both for review and pres- 
entation. This whole rate picture should be reviewed by the auditor. 

The auditor should ascertain that adequate statistics are being 
prepared for the traffic control program. The establishment and 
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maintenance of proper participation in company traffic among 
competing carriers is determined only after regard to a number of 
tangible and intangible factors. The data must be in sufficient de- 
tail to permit of corhbination into a variety of summaries. Since 
the problem is a continuing one the data must be reported and an- 
alyzed at frequent intervals and should accomplish three purposes. 

First, for policy determination, the data should insure the avail- 
ability and accuracy of information for each carrier, showing par- 
ticipation of each carrier in company routings, proportion of the 
carrier’s traffic represented by company traffic, relative positions 
of the carrier as a customer with regard to its proportion of com- 
pany’s total sales, and proportion of the carrier’s total purchases. 
Second, for judgment of performance, data showing participation 
of each carrier should be prepared monthly, and relative accessi- 
bility of each carrier to the company’s traffic, due to shifts in mar- 
ket and production conditions, should be indicated by data as to 
products and geographical breakdowns, Finally, for application 
of coordinating control, data should be available permitting the use 
of forecasted operating information. 


Audit Survey of Traffic Statistics 

The auditor should review the traffic statistics program to see 
that it adequately comprehends the compilation of data pertaining 
to inbound and outbound freight movements, data pertaining to 
other traffic activities, and data concerning the carriers and their 
traffic. In the traffic statistics program, the auditor should bear in 
mind the function of the accountirig department, in collaboration 
with the traffic department... This function may be outlined as the 
collecting, compiling, and analyzing of traffic statistics as stated 
above ; and the furnishing of adequate data pertaining to company 
operating and market conditions for traffic management ; and furn- 
ishing, for other management responsibilities, adequate traffic 
statistics as contemplated above. 

The auditor should be satisfied that traffic statistics are being 
developed and used at the minimum cost commensurate with the 
results required. He should ascertain that the accounting depart- 
ment is familiar with any statistical information maintained for 
internal use in the traffic department. It should be determined that 
the methods and procedures used in compiling the traffic statistics 
are sufficiently flexible so that additional information regarding 
freight movements can be obtained by periodic or special surveys 
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without disruption of established routine. In this connection, it 
should be remembered that requests for special surveys of data not 
comprehended in the traffic statistics program should be confined, 
in so far as possible, to information on a current basis. 

The auditor should review all regular traffic statistics reports. 
All reports should be accompanied by a brief analysis by the ac- 
counting department, explaining major deviations from previous or 
normal conditions, If possible, these should be in the form of foot- 
notes to the reports. It should also be the responsibility of the ac- 
counting department to maintain for the traffic department an op- 
erations notebook. This should contain, for the various operating 
and sales phases of the company activities, statistics mutually de- 
termined to be of general or specific value to traffic management. 
The auditor should be alert to offer constructive suggestions con- 
cerning this notebook. 


Internal Check of Outgoing and Incoming Freight 

If freight is prepaid for customers, the auditor should see to it 
that definite procedure has been set up to insure recovery. The 
freight may be added to the amount of the invoices when the goods 
are billed or the buyer may reimburse the seller at a later date. 
Prepayment of freight may be a matter of general policy applicable 
to all shipments or it may apply to certain shipments only. In 
either case, the auditor should assure himself that a record is made 
promptly of all freight prepaid. Inquiries into the procedures in 
the sales department, traffic department, shipping room, and billing 
department should furnish adequate information on this point. 
These procedures may provide, for example, that copies of all 
shipping orders be forwarded to the traffic department for com- 
putation of the freight to be added to the invoice or preparation of 
the debit memorandum in respect thereof before the shipping 
orders are forwarded to the billing department ; that the numerical 
sequence of the debit memoranda be accounted for in the general 
accounting department’; and that a check be made in the general 
accounting department to see that debit memoranda have been pre- 
pared for such freight as may not have been added to the sales in- 
voices. The preparation and recording of debit memoranda in re- 
spect of freight recoverable from customers should not be dele- 
gated to an employee connected with the handling and recording 
of cash. 

The auditor should satisfy himself that a definite procedure is 
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followed to insure that credits or deductions by customers for 
freight paid by them are proper. The credits should be passed upon 
only by employees qualified to pass upon their propriety. The pro- 
priety of the freight allowance should be passed upon by the de- 
partment having the authority to make arrangements with custom- 
ers regarding settlement of transportation charges, while the ap- 
proval of the credit or deduction should be obtained from em- 
ployees familiar with freight rates and tariffs. 

If raw materials are processed in transit, control is exercised to 
insure that credit is obtained for freight “drawbacks.” The pro- 
cedure surrounding these usually involves the filing of claims 
against the carrier and settlement is generally effected by deduc- 
tions from other freight payments rather than in cash. The filing 
of such claims should be delegated to an employee thoroughly fa- 
miliar with freight rates and tariffs, and the procedure should be 
such as to insure the proper accounting for incoming freight bills 
and their subsequent application to claims filed. Some companies 
maintain separate subsidiary records in which freight bills on in- 
termediate shipments are entered when received, and these records 
are controlled through a controlling account in the general ledger, 
in which the balance should represent the aggregate amount of 
freight bills or materials stored in transit, or in process of conver- 
sion, and should agree with the amount of freight applicable to 
such material contained in the inventory. Any differences between 
the aggregate amount of freight bills applicable to the inventory and 
the balance in the controlling account as at the inventory date 
should be carefully investigated. 

Adequate procedure should be set up to insure recovery of 
freight paid on purchases’ shipped “freight allowed.” In general, 
the procedures of companies making purchases on a “freight al- 
lowed” basis should provide for the preparation of a debit memor- 
andum to the vendor for the amount of such freight, and the re- 
cording thereof on the general books before the vendor’s invoice is 
approved for payment ; and the examination of the documents sup- 
porting the relative disbursement checks should include the exami- 
nation of satisfactory evidence that this procedure has been carried 
out. The evidence may consist of a debit memorandum, the amount 
of which may be deducted from the invoice being paid or from 
invoices subject to payment at a later date. The amount of the 
debit memorandum should be determined or checked by an em- 
ployee familiar with the terms of the purchase, freight rates, etc. 
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Application of Audit Procedure 

Application of audit procedure to the traffic function in any 
large or medium sized company will be governed by the =xtent of 
its responsibilities, which may comprise the hiring of truckers, the 
renting of railroad cars, the chartering of vessels, barges, or busses, 
the purchase of Pullman space and railroad tickets for the use of 
company personnel, the control of demurrage expense, the insuring 
of outbound shipments, and the entering of damage claims. Care- 
ful analysis and study of all of these subjects are required and the 
actual procedure followed by the auditor in each case will depend 
upon the circumstances present. However, the following will serve 
as a general outline. 


Rates and Tariffs 

Tariffs vary with the class of transportation used whether water- 
borne, freight, express, truck, or a combination of two or more of 
these. They vary, in hundredweight rates, with the size of the load, 
the route used, and the classification of the shipment. 

Since these matters are specialized subjects,-the auditor’s first 
step is to determine whether an established procedure for checking 
rates is in existence; to see that the personnel charged with the re- 
sponsibilities are capable of the task, and that the department has 
the tools to do the job, such as the published tariffs of railroad and 
trucking associations. It should be determined whether the depart- 
ment is merely a checking station or is a prime mover specifying 
the actual routing of the material, expediting shipments, etc. There 
is a world of difference in the benefits derived from these two ap- 
proaches. Often special tariffs apply to many raw materials and 
semifinished goods that are fabricated at a point other than their 
point of origin and subsequently reshipped to the consumer. These 
are known as fabrication-in-transit rates, or more commonly, as 
“fit.” One example is telegraph poles shipped from the logging 
camp at, say, a point in southern Alabama to a creosoting plant in 
Macon, Georgia, thence to a customer in Jacksonville. That would 
constitute considerable back-tracking and an f.i.t. rate consisting 
of the straight freight from southern Alabama to Jacksonville, 
plus a small charge for the stopover at Macon, would be substan- 
tially less than the aggregate of the threepoint routing via straight 
freight. The possibilities of some of the company’s products being 
subject to f.i.t. rates should be fully explored. Where LCL ship- 
ments are being made, the possibility of grouping and shipping 
carload lots should also be investigated. 
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Under certain conditions, some carriers offer free pick-up and 
delivery service to and from the carriers’, freight depots on LCL 
shipments, It should be determined whether these are being used. 
Where this service is being received, consideration should be given 
to whether delays and resultant customer dissatisfaction outweigh 
its advantages. Where for this reason the free pick-up is waived, 
claims should be on file against the carrier for the pick-up allow- 
ance controlled through charges to accounts receivable records. 

Although these are highly specialized matters, the auditor can 
acquaint himself sufficiently with the principles involved to deter- 
mine whether they are being adequately considered by the traffic 
department. A number of representative shipments should be se- 
lected by the auditor arid the rates compared with the published 
tariffs. He should also test the knowledge of rate clerks with rates 
on several commodities over familiar and unfamiliar routes. Since 
the transportation tax on coal is applied to the tonnage without re- 
gard to the distance of the movement, any reshipments of this 
material should be checked to determine that on the subsequent 
shipment the tax was not reassessed. 

It should be established whether the regular line audit of freight 
bills is comprehensive enough to prevent duplicate or other incor- 
rect payments. The cross-referencing of freight bills to customer 
billings or vendor’s invoices.is a simple control procedure. Unless 
there are other considerations to the contrary, all outbound ship- 
ments should be made collect, thus reducing the investment in ac- 
counts receivable. 


Demurrage 

Demurrage is a penalty charged by the railroad when cars are 
detained for either loading or unloading beyond a stipulated time— 
usually forty-eight hours. More often, demurrage charges are the 
result of poor planning on the part of the company charged. Ob- 
viously, there would be no demurrage if the cars were not sched- 
uled for receipts before unloading docks are free to receive them, 
or in the case of outbound shipments, if the material has been 
readied for shipment. However, some demurrage is unavoidable 
since the best plans sometimes go astray. 

Most companies operate under what is termed an “average 
agreement.” Such an agreement is made between the railroad and 
the shipper and provides that the latter be allowed one credit for 
each car released within the first twenty-four hours of free time 
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and assessed one debit per car per day for each day up to four 
days on each car held after the expiration of the first forty-eight 
hours. Two credits are required to offset one debit. At the end of 
each calendar month half of the total number of credits, if less 
than the total number of debits, are deducted from the debits. The 
remaining debits, known as excess debits, are charged at the pre- 
vailing demurrage rate. If the credits exceed the debits, a shipper 
is said to have earned excess credits and no charge is made. As the 
demurrage account is settled each month, excess credits cannot be 
carried over to offset excess debits the next month; nor can excess 
credits earned on unloading be credited against excess debits on 
loading, or vice versa. Under the average plan, when four debits 
have accrued against any one car, demurrage is levied at an in- 
creased rate per day (known as an “arbitrary charge”) for each 
day beyond the four-debit pay period, including Sundays and holi- 
days. There is no provision for offset of this latter charge. Asa 
preliminary to checking demurrage, it should be determined 
whether an average agreement is in effect. The auditor should 
then determine the procedure observed in the checking of demur- 
rage charges to establish that adequate car records are maintained, 
which record car initials and numbers, dates of placement and de- 
parture. 

It should be ascertained whether there is a coordination of sched- 
uled arrival dates of incoming shipments with unloading and stor- 
age capacities, and of scheduled arrival dates of empty cars for 
outgoing shipments with production schedules, It should be de- 
termined whether cars are unloaded in the sequence of their deliv- 
ery. Supervisors should be notified of cars that have exhausted 
their free time, and again when the demurrage rate is approaching 
the arbitrary stage. 


Rentals, Reparations, and Damage Claims 

Many companies lease cars from the railroad for intramill use. 
Rental is charged on a per diem basis. It should be ascertained that 
records are available for checking the per diem and, further, that 
all cars for which rental is charged are actually in service and that 
no rental is being incurred for cars idle for need of repair. 

It is the responsibility of the traffic department to institute all 
reparation and damage claims. The auditor should determine that 
all such claims are actively pursued and are controlled by charges 
in the accounts receivable records. 
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Trucking Services 


It should be determined whether the company’s local trucking is 
covered by contract and, if so, whether competitive bids were re- 
ceived before the contract was awarded. It also should be deter- 
mined that all trucking agreements are reviewed and approved by 
responsible officials other than traffic department personnel ; and 
that truckers carry adequate public liability, property damage, 
workmen’s compensation, and cargo insurance. Trucking charges 
may be based upon hourly, daily, weekly, or a hundredweight basis. 
Since trucks are beyond the control of the company after they 
leave the plant grounds, the hundredweight basis is the most easily 
checked. Under this basis, weights charged can be compared with 
product weights invoiced to customers. 

In the absence of a contract it should be ascertained whether 
any one trucker is favored over others, and if so, why? Trucking 
rates on nonlocal shipments should be compared with published 
tariffs, and the routing of all such shipments should be designated 
by the traffic department and not by the shipping department. A 
study to determine the possibility of effecting economies through 
company ownership and operation of trucks may be productive. 


Conclusion 


As indicated at the outset, the foregoing is not to be regarded as 
an exhaustive audit program, but is intended to afford a general 
outline from which a program might be prepared to meet the needs 
of any specific case at hand. With few exceptions, traffic audits are 
unusually interesting and stimulating to the auditor and, more im- 
portant, are often productive audits. 





W ANTED—1922 AND 1923 YEAR BOOKS : 
Copies of the 1922 and 1923 Year Books (now out 
of print) are needed to complete a chapter library of 
N. A. C. A. publications. Members with available copies 
are requested to communicate with National Head- 
quarters. 









A PERSONALIZED TAX MANUAL FOR YOUR CORPORATION 


by HERMAN C. WEBER, 
Tax and Audit Section, Hammermill Paper Co., 
Erie, Pa. 


‘eo TREND for the past several years has beeri so strongly to- 

ward more and more taxes that corporations, and_ especially 
those whose interests subject them to the taxing authorities of sev- 
eral different countries, states, cities, and municipalities, find them- 
selves in the position of having to acquaint themselves with and 
file returns under an alarming number of sets of laws and regu- 
lations. 

And it would seem that the worst is yet to come! As different 
political subdivisions of these great United States of ours find 
that their present sources of revenue are inadequate in face of the 
constantly increasing costs of operation and administratior, the 
“bright-eyed boys” are coming up with more and devious ways of 
making taxation a pleasure—but still making more taxes. 


What to Do About lt 


When confronted with a situation of this kind, there is one of 
two basic things that can be done about it. You can eliminate the 
numerous taxes, and condense and simplify the tax structure so 
that it will be a relatively easy matter not only to know what, and 
in which quarter lie one’s tax liabilities, but also the definite extent 
of these liabilities ; or you can make up your minds that since you . 
are stuck with the problem you are going to make the best of it 
by keeping the tax bill at a minimum through the efficient organi- 
zation of tax work, by using every opportunity for tax reduction, 
and by the avoidance of violations of any sort, either voluntarily or 
involuntarily. 

This paper is not an attempt to suggest, champion, or outline tax 
simplifications, however desirable such activities might be. It is, 
however, the presentation of an idea which the writer feels is a 
definite aid toward enabling us to tolerate and “live with” the sec- 
ond of our tax alternatives—namely, taking a bad situation, trim- 
ming its edges, putting it into line, and in general, making taxes 
behave. What we suggest is that each eMac: have a tax 
manual, distinctly its own. 
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Should someone suggest another tax service to me, I would 
probably throw up my hands, look at the bookcase in which nestles 
fifteen or twenty volumes of Federal, State, City, Canadian, and 
other tax services, as well as a few miscellaneous tax courses and 
“simplified” tax services, and say, “Please, please no more!” So 
before those few of you who have borne with me this far decide 
that you, too, are going to toss this aside and read “Terry and the 
Pirates,” or some other such really worth-while literature, I hasten 
to explain that all I am really trying to do is to make your job 
easier. In a nutshell, the suggestion is that each company prepare 
a personalized manual which outlines in chronological order the 
pertinent detail concerning the preparation of each return which 
must be filed by the organization. That is, out of all of ‘the mass 
of material which purports to tell everyone how their tax returns 
should be prepared, you pick out the parts which pertain to your 
company, and collect them in a compact, usable little tax manual 
all your own. 


Form 

No single form could possibly satisfy the needs of every corpo- 
ration in this respect, since the contents of individualized tax 
manuals vary so greatly. The following outline will, however, por- 
tray in a general way a method of assembling what the writer con- 
siders to be the necessary contents of each section of such a 
manual. To give substance to the form, it is filled in for the New 
York City Sales and Compensating Use Tax, containing informa- 
tion for a Pennsylvania corporation shipping its product to cus- 
tomers in New York City. F 


Arrangement 

It would seem that the most desirable method of arranging the 
contents of such manuals would be to place chronologically in loose 
leaf form the sections pertaining to each separate tax. “Chrono- 
logically,” as here used, means in the order in which the returns 
are to be prepared for filing. Ordinarily this would follow almost 
exactly the tax calendar as to when returns must be filed. How- 
ever, in some cases it is found that much of the information re- 
quired for a return is based upon, and secondary to, a return whose 
filing date follows that of the return in question. This frequently 
occurs where allocating factors for different state taxes must be 
used. An example of this conditior is that in which a Pennsyl- 
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Name or Return: City of New York, Sales and Compensating 
Use Tax Return 

No. or Return: 12 Sux 

Due Dates: Quarterly—April 20, July 20, October 20, January 
20 » 

Rate or TAX: 2% of taxable sales and purchases 

APPROXIMATE AMOUNT OF TAX: $400 each quarter 

AVERAGE TIME REQUIRED FOR PREPARATION: I hour 

CompenpiuM: Every vendor engaged in the sale or rental of 
tangible personal property or rendering service in the city of 
New York, and all purchasers from whom the seller has failed 
to collect the Sales Tax or Compensating Use Tax must file, 
and must remit tax of 2% on such sales and purchases. In 
taxable sales 2% tax must be collected and subsequently re- 
mitted by vendor. Certificate of registration must be filed with 
the treasurer of the city of New York to obtain certificate of 
authority to collect tax or to provide resale certificates. (Pages 
15007-8—Vol. 3—CCH N.Y. Corp. Tax Ser.) 

Way Company Is Susyecr To Tax AND Must Fite: Subject 
because of sales to customers in New York City (Section 
N41). Most sales are, however, for the purpose of resale, and 
allowable deductions if and when resale certificates obtained 
from such customers have been received and are on file (Par. 
130-215—Sec. N41-2.0). Tax on sales to ultimate consumers 
must be collected and remitted. Also, purchases of supplies, 
etc., by New York City office upon which vendor has not col- 
lected tax must be reported and 2% tax paid (Par. 131-003— 
Sec. N41-2.0 and Par. 140-003 etc.—Sec. M44). 

INFORMATION NEEDED AND SourcE: New York City sales for re- 
sale and New York City sales to ultimate consumers are sep- 
arately listed and totaled quarterly by the tabulating section, 
from New York City invoices especially coded for this pur- 
pose. 

A list of purchases by the New York City office, upon which 

the vendor collected no New York City Sales Tax, is prepared 

and supplied each quarter by the New York City office. 


Comments: The sum of the New York City sales, as reported 
‘on the four quarterly Form 12 SUX reports, must agree with 
the amount reported in the annual Gross Receipts Tax return. 
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vania corporation required to file both Pennsylvania Corporate Net 
Income Tax and Minnesota Income and Franchise Tax returns 
finds that portions of the same allocating factors apply to each 
return, and that since the Pennsylvania return is of greater conse- 
quence, it would be advisable to prepare the Pennsylvania return 
before the Minnesota return. Required filing dates are, however, 
March 15 for the Minnesota return and April 15 for the Pennsyl- 
vania return. In cases such as this the Pennsylvania return would 
precede the Minnesota return in placement in the manual, and in 
preparation if possible. 

With the sections of your individualized tax manual arranged in 
the order of time, an aiphabetically arranged index placed at the 
front of the manual binder will be necessary so that any particular 
section may be referred to readily. 


Preparation of the Manuai 


If you are interested in having such a manual and decide that 
you want it now, the only way of getting it is to start working, by 
taking one tax after another and compiling the pertinent informa- 
tion for each. However, a less painful method might be to keep the 
manual in mind throughout one year of preparation of tax returns. 
With your form outline in mind, or definitely set out, jot down the 
required data as each return is prepared. At the completion of one 
full year these notes are assembled and your tax manual is a reality. 


Use of the Manual 


Earlier in this paper, you doubtless recall seeing promises of eas- 
ing your tax work, avoiding violations, and making taxes behave. 
Your manual should help to accomplish these objectives by having 
all of the pertinent facts and regulations concerning your taxes 
gathered together in one concise section of the tax manual. The 
idea is that as we prepare to file a tax return we first spend a few 
moments—and it should be only a few—examining the related sec- 
tion of our personalized tax manuals. These few moments of 
orientation, as well as refreshing our memories as to the few spe- 
cial little catches that most of us have in every return, will assist in 
making the change of pace necessary to jump without loss of mo- 
mentum from U. S. income tax regulations, to capital stock 
Statutes, to the “free board” provisions of the Canadian Income 
War Tax Act, etc. 
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Besides its value as a working diagram in the preparation of re- 
turns, your manual should come in mighty handy to your successor 
if you should happen to lose a decision to a ten-ton truck some 
dark night. Or, on a more cheerful note, that dream of a Florida 
trip has a much greater chance of becoming a reality if you are in 
a position to “throw the book” at that promising young understudy 
of yours, and say, “Here’s how it’s done, lad! In case of trouble, 
call me at Sarasota 728!” 

It has not been mentioned. previously, but your manual informa- 
tion should be keyed in with and traceable to applicable laws or 
regulations. At the time of a tax examination by representatives 
of some taxing authority, being able to buzz through your manual 
and quickly see the justification in the law for the method used in 
treating various items would provide an easy method to quickly 
bring you up to date on the return to be examined. Embarrassing 
moments, if not actual costly faux pas, might very easily be 
avoided. 


Keeping Up to Date 

Once established, it should be a relatively easy matter to keep 
your private tax manual current. One suggestion is that, where a 
return varies considerably from one year to another or where it 
consistently contains numerous irregular items, a special annual 
sheet for each year be inserted in the applicable section. This sheet 
would outline the methods used in handling the unusual items of 
the report, with references to the sections of the law under which 
the method of filing was decided. 

Changes in the various tax laws would, of course, be reflected 
in the tax manual as such changes affect the company in question. 
As laws requiring the filing of a new tax return are enacted, or as 
the company becomes subject to additional existing requirements, 
new sections are prepared and inserted in their logical chronolog- 
ical place in the service. 


Conclusion 


To summarize, this paper has suggested that corporations obli- 
gated to file numerous tax returns might find it to their advantage 
to prepare, maintain, and use a personalized tax manual. 

No rigid outline or plan has been presented regarding such tax 
manuals, The suggestion is, generally, that a separate section con- 
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taining a brief outline of all pertinent facts and information sur- 
rounding each return be prepared, and that such sections be ar- 
ranged in the order in which the returns are to be prepared. 

It is believed that the existence of such a manual, kept current, 
would offer a handy, quick reference to all persons in the organi- 
zation interested in taxes, that it would be invaluable in acquaint- 
ing new members of the tax department with the problems to be 
considered and how they are handled, and that it would prove to 
be an item generally useful and valuable to any corporation. 





